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ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 



July 75, 1920 



Business 



BUSINESS, represented by curve B, receded slightly 
in June from the May level. This recession re- 
sulted from a decline in commodity prices. Speculation, 
represented by curve A, continued the decline which 
began in May; and rates on commercial paper, curve C, 
rose to a new high level. 

The relative directions of movenient of the three 
curves constituting the Index Chart, considered in 



The decline in curve B, representing business, in June 
is the result of a recession of 2.6 per cent in commodity 
prices, a recession more than sufficient to offset, in the 
corrected figures, the increase of 5 per cent in clearings 
outside New York City. 

Bradstreet's index number of commodity prices on 
July 1 was $19.35 compared with $19.88 on June 1, 
$20.73 on May 1, and the maximum of $20.87 on Feb- 



INDEX CHART 
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Group A— Speculation: New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business: Bank Clearings outside New York City, Bradstreet's Price Indices. 

Group C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each one of the three curves is based upon a homogeneous 
group of statistical series, that is, the members of each group have synchron- 
ous cyclical fluctuations after having been corrected for seasonal variation 
and normal growth, and expressed in comparable units. In other words, the 
corrected series of each group fluctuate together. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The relationship between the curves which held for the pre-war period 
appears to have reestablished itself in 1919 so that the movements of the 
curves constitute a basis for forecasting. Our forecasts, however, are not 



based solely upon the index of general business conditions, but they allow for 
the differences in underlying conditions as revealed by economic analysis. At 
present, the persistent rise of rates on commercial paper, curve C, and the 
decline of speculation from the high point of October, curve A, forecast a 
decline of business activity and commodity prices, curve B, which will take 
place some time between April and December 1920. 

The time and extent of the recession, if it occurs, in business activity and 
commodity prices depend upon the operation of two powerful opposing 
forces. On the one hand, the shortage of commodities and buildings, abnor- 
mal foreign demand for goods and credit, the railroad tie-up, and active retail 
trade in the United States make for immediate business activity or higher 
prices. On the other hand, inflated currency and credit, depleted reserves and 
increasing interest rates, all indicative of capital strain, make for a slackening 
of business activity and lower prices. At present the money market appears 
to be the crux of the situation, but we recognize the possibility of the 
entrance of other factors which may alter the course of developments. 



connection with the positions of the curves at the 
present time, indicate that the period of liquidation of 
present stocks of goods, already begun, will continue. 

Liquidation of merchandise may, however, be les- 
sened or postponed by at least two influences — large 
crops and curtailed production of mines and factories. 
In the present Advance Letter we give some data con- 
cerning physical production in 1919. We expect to 
supplement these data later by a more extensive study 
by Professor E. E. Day which will be published in the 
Review. Figures for production in the first part of 
1920 will be given in the July number. 



ruary 1 of this year. The present figure is the lowest 
since July i, 1919. The prices of "textiles" (including 
fibres) constitute a little more than one-third of the 
index number, which is constructed by taking the aggre- 
gate of the prices per pound of 96 articles. Recessions 
in the prices of "textiles" account for nearly four-fifths 
of the total decline and the falling off in the price of wool 
alone accounts for more than one-half of it. Dun's index 
number also registered a slight decline on July 1 com- 
pared with June 1. The decline, which amounted to 
only 0.7 per cent, resulted from recessions in the bread- 
stuffs and clothing groups. 
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Table A. — Commodities entering into the Production Index for 1919 Compared with 1918 



Commodity 



Unit 



Production 



1018 



Average price in igi8 
Unit: $1.00 



Farm and Forest Products: 

Wheat 

Corn 

Oats 

Rice, rough 

Potatoes, Irish 

Sweet 

Apples 

Hay, tame 

Tobacco 

Sugar, Beet 

Cane 

Cotton, exc. linters 

Wool 

Lumber 

Mineral and Manufacturing Products 

Copper 

Pig iron 

Lead 

Spelter 

Cadmium 

Gold 

Silver 

Coal, Anthracite 

Bituminous 

Manganese ore 

Crude petroleum 

Coke 

Portland cement 

Crude steel 

Iron and steel rails 

Rolled zinc 



100,000 bu. 
1,000,000 " 
100,000 " 
1,000 " 
10,000 " 
10,000 " 
10,000 " 
1,000 sh. tons 
100,000 lbs. 
10,000 " 
10,000 " 
1,000 bales * 
10,000 lbs. 
1,000,000 bd. ft. 



100,000 

1,000 

1,000 

1 

1 

1,000 

1,000 

10,000 

10,000 

100 

10,000 

1,000 

1,000 

1,000 

100 

100,000 



lbs. 
long t. 
sh. tons 



lb. 
fine oz. 

U u 

sh. tons 
« « 

long t. 
bbls. t 
sh. tons 
bbls. 
long t. 
gr. t. 
lb. 



9,214 

2,S°3 

iS,38i 

38,606 

41,186 

8,792 

17,363 

75,459 

i4,39i 

152,190 

56,760 

12,041 

29,992 

31,890 



19,080 

39,o55 
542 

527,845 
127,164 

3,3i3 
67,810 

9,882 
57,939 

3,059 
35,593 
56,478 
71,081 
44,462 
25,409 

i,392 



9,410 

2,917 

12,483 

41,059 
35,790 
10,358 
14,746 
91,326 

13,895 
145,290 

23,294 
11,030 

31,424 

34,000 



12,780 

30,583 

43i 

485,49! 

99,939 

2,830 

55,285 

8,620 

45,806 

58i 

37,600 

44,821 

80,287 

34,250 

22,038 

1,086 



2.20 
1.61 
.768 
I-9I7 
I-I93 
1-352 
1-364 
20.18 
.4023 
.0813 
.0642 
.2948 
.9388 
24.79 



•247 
34-46 
.071 
.0804 
1.48 
20.67 

.9677 
4-56 
2.67 

60.43 
2.188 

6-55 
1.667 

47-30 

55-o8 

•15 



per bu. 

a u 



sh. t. 
lb. 

u 



Mft. 



lb. 

gr.t. 

lb. 



fine 02. 

a a 

gr-t. 
net t. 
long t. 
bbl. 
sh. t. 
bbl. 
gr.t. 

a a 

lb. 



* Of soo lbs. f Of 42 gal. 



The London Economist index number of the average 
price of commodities on July 1 was 7847 compared with 
8199 on June 1, registering the third consecutive 
monthly decline following a long series of advances. 
Considerable attention is given by the French press to 
the sudden and considerable fall in France of the prices 
of a number of commodities including oils and fats, 
hides, silk, and certain foodstuffs. 

Last month bank clearings outside New York City 
were 17,846 million dollars or 5 per cent above the May 
figures. Usually outside clearings for June run about 
the same as those for May. The increase of 5 per cent 
in June was not unexpected, because federal income tax 

Outside Clearings 
(Unit: $1,000,000) 

Ratio of 
April May June June to May 

Middle * 3,814 3,699 4,064 109.9 

New England .. . 1,886 1,885 1,882 99.8 

Middle West . . . 4,862 4,609 4,945 io 7-3 

Pacific I ,7°9 I ,639 1,722 105.0 

Other West 2,498 2,249 2,407 107.0 

Southern . , 3,016 2,867 2,826 98.6 

Total 17,785 16,948 17,846 105.3 

* Excluding New York City. 



payments were due on the fifteenth of the month. 
Clearings increased in all sections of the country except 
in New England and the southern states. The figures 
for April, May, and June are given in the accompany- 
ing table. 

Speculation 

In the first half of July trading was somewhat more 
active than in June. The average price of twenty in- 
dustrials rose from $91.26 on the first of the month to 
$94.20 on the tenth, and the average price of twenty 
rails rose from $70.97 to $74.43 between the same dates. 
Since the tenth the advance in industrials has been 
wiped out. A sustained bull movement in stocks, 
especially industrials, does not appear probable in view 
of the condition of the money and commodity markets. 

Banking 

Interest rates on all classes of loans in July remain at 
the maximum figures registered in June. Choice double 
name 60-90 day commercial paper is quoted in New 
York at 7 1 per cent with some transactions at 8 per cent. 

The statements of the federal reserve banks do not 
reveal any sustained tendency toward contraction or 



manufactured products. Increased imports, already con- 
spicuous, are bound to exercise a depressing effect upon 
the markets directly concerned. In general, a continued 
decline of commodity prices seems to be in prospect. 

At the same time, there are lines in which strong re- 
sistance can be made to substantial price concessions. 
The tremendous accumulated building shortage assures 
a sustained demand for the important materials of the 
building trades. Great increases in the use of fuel oil 
should lend strong support to the oil industry. The 
rehabilitation of railroad line and equipment will 
create large volumes of new business for the iron and 
steel trade. In these directions heavy price concessions 
are not to be expected. Nevertheless a general down- 
ward tendency for the present is practically certain. 

Credit stringency and freight congestion are serious 
deterrents to current business activity. Relief from 
these unfavorable factors is not to be expected for some 
time to come. Money cannot possibly become easy 
until after the customary fall pressure has passed. 
Funds released by trade dullness and lower prices will 
be absorbed by delayed collections, slow deliveries, and 
the great crop movement. The railroad situation 
should improve steadily under the influence of the 
$1,500,000,000 rate increase allowed the carriers and 
the $600,000,000 wage increase granted the men. But 
except as these awards may influence favorably the 
value of railroad securities, their effects will be discern- 
ible only slowly. Unfavorable money and traffic condi- 
tions are not likely to disappear before 1921. 

Business 

The further decline during July of curve B, repre- 
senting business, is the result of a fall in both outside 
clearings and Bradstreet's price index. Bradstreet's 
index for August 1 was $18.83 as compared with $19.35 
for July 1 — a decline of 2.7 per cent. The tendency 
toward price decline appears to be spreading steadily. 
The cereals have all weakened materially since the 
middle of July. Only an extraordinary export demand 
can prevent lower cereal prices than have been wit- 
nessed for many months. Sugar is another important 
commodity which appears now to be yielding. Further 
price recessions in the leather and wool markets seem 
probable. Dun's commodity price list now registers 
each week an excess of declines over advances. Exam- 
ination of important foreign price indices shows that 
the downward movement of prices is now under way 
in Europe. The general return of prices to a somewhat 
lower level gives promise of becoming a world-wide 
movement. 

The volume of business during July, as measured by 
bank clearings outside New York City, was smaller 
than during June. June and July clearings for the en- 
tire country and for the different sections are given in 
the following table: 



Ratio of 
Section June July July to June 

Middle * 4,064 4,001 98.4 

New England 1,882 ^Soi 100.4 

Middle West 4,945 5,o66 102.4 

Pacific 1,722 1,707 99.1 

Other West 2,407 2,265 94- l 

Southern 2,826 2,723 96.3 

Total 17,846 17,653 98.8 

* Excluding New York. 

Activity in the East appears to have been maintained 
through sales stimulated by substantial price conces- 
sions. Manufacturing shows increasing distress, cotton 
mills having followed woolen in curtailing operations. 
The automobile industry has displayed further signs of 
weakness. In the West and South, excellent harvesting 
prospects have instilled greater confidence and kept 
business upon a better level. In general, however, there 
is a growing disposition to keep stocks at a minimum 
and to buy from hand to mouth. Until the duration 
and extent of the price decline can be accurately pre- 
dicted and its consequences absorbed, business will 
tend to be essentially dull. 

Banking 

No significant change has occurred in the banking 
situation since the first of the month. The rates on 
commercial paper continue at 8 per cent, to which level 
they rose toward the end of July. The combined federal 
reserve banks on August 13 had surplus reserves of 273 
million dollars and a reserve ratio of 43.9 per cent. The 
corresponding figures on July 30 were 287 millions and 
44.2 per cent. The United States Treasury has just 
anticipated its fall requirements by offering at this 
time an issue of 6 per cent one-year loan certificates. 
The fact that the unavoidable task of meeting this de- 
mand is already being disposed of is a matter for con- 
gratulation, as the hazards of the more stringent weeks 
of the fall are thus diminished. Were the country still 
conducting its banking under the national banking 
system, there might be grounds for apprehension in the 
present situation. As matters now stand, however, 
there are no reasons for thinking that the banks will 
experience great difficulty in meeting the requirements 
now just ahead. 

Speculation 

While the stock market has been more active since 
the first of August, it has been characteristically weak. 
Rails responded only slightly to the liberal rate increase 
announced by the Interstate Commerce Commission 
on the last day of July, and industrials went to new 
low records for the year during the second week of this 
month. Scant money, in prospect for many weeks to 
come, discourages any attempt to start a strong upward 
movement. Furthermore, the stock market apparently 
does not believe that commodity markets have yet 
touched bottom. 
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